The current national debate on federal budget cuts and income tax reduction raises anew the question of whether the United States can undertake a thorough assessment and overhaul of its taxing system.I Our sister democracy, Canada, did undertake a major tax reform effort some years ago 2 and an analysis of the results of that effort may be helpful in predicting the success of such an undertaking in this country. 3 Moreover, the parallel developments in tax reform in the two countries during the last twenty years provide a striking comparison of efforts at serious tax reform in two representative democracies which, although different in size and population, have similar fiscal and economic problems.
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I TAX REFORM IN THE UNITED STATES--A BRIEF HISTORY
Any discussion of the chances of successful tax reform in the present time must necessarily take into account the experiences of the past. The history of tax reform may be divided into four periods: 1913-1939, 1939-1964, 1964-1981 , and the Economic Recovery Tax Act of 1981.
A. It was the practice of the Congress during this period to reenact the tax laws by a series of separate revenue acts. In particular, the Revenue Act of 19284 has been noted as a model of simplicity in content and structure; its interstices were filled by regulations, rulings, and the decided cases where necessary. Simplicity in this period, however, was not necessarily attributable to the genius of the lawmakers. Rather, the evolution from simplicity to complexity in the law almost directly correlates with the evolution to a broader tax base and higher tax rates, and during most of this period exemptions were generous and the rates were low. Therefore, the class of filers was small and within that group the bite was gentle. For example, in 1925 a married couple with two children and a taxable income of $15,000 paid about $280 in tax, and there were no social security deductions or income tax withholding. 5 Corporate income was taxed at a rate of about 12 percent.
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The government's need for revenues was minimal; the requirements of the federal fisc in the mid-twenties were incredibly modest. The entire federal budget in 1925 was about $3 billion, 7 as contrasted with projections for the current budget year of amounts in excess of $700 billion.
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Indeed the government was operating at such a surplus during this period that the Secretary of the Treasury, Andrew W. Mellon, persuaded the Congress to reduce taxes for the year 1925 and to refund certain portions of taxes collected for 1924. 9 Thus, there was no general popular interest to generate research and critical writing about the tax system. To be sure, some economists wrote theoretical treatises, but the few articles in the law, accounting, and business journals were primarily concerned with practical application of the system.
B. 1939-1964
The next period began when the Internal Revenue Code of 193910 was enacted. The hearings preceding its enactment involved little probing analysis of the effects of the revenue laws on the economy and of the equity and fairness of the system as it applied to the taxpaying community."I Nor was any long range tax policy objective developed. The new Code, therefore, merely reflected the extant law in a more orderly statutory arrangement than had previously existed.
The In the private sector during this period, various professional organizations moved forward with projects, conferences, institutes and studies to examine particular aspects of the tax laws. 18 As an example, the Section of Taxation of the American Bar Association in 1962 selected a Special Committee on Substantive Tax Reform to study the feasibility of a simplified, broad-based, low rate income tax system to foster economic growth and capital formation and to facilitate compliance and administration. t 9 This study was the first undertaken by a private association of lawyers to provide a major critical overview of the tax system. The committee's reports in 196320 and 196421 became significant American Bar Association publications which compelled the professional and business communities to confront the difficult issues involved in making broad scale tax reform a reality. 22 At the close of this period the Revenue Act of 196423 was enacted; it amended the 1954 Code and reduced the previously existing progressive rate schedules ranging from 20 percent to 90 percent to a range of 14 percent to 70 percent.
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C. 1964-1981
This period has been one of frenetic activity in the federal taxation field in both the public and private sectors. In the public sector, a series of revenue acts, 2 5 has over-articulated the applicable rules, proliferated complications, and thereby led to further legislative action. This hemorrhaging of legislation, particularly from 1969 onward, has been accompanied by extensive Treasury studies and hearings before the tax-writing committees of the Congress. 26 An intensification of activities in the private sector has paralleled the work in the public sector, with participation by such organizations as the Brookings Institution, the National Tax Association, the American Law Institute, the American Bar Association, the American Institute of Certified Public Accountants and many others. The project which the Section of Taxation of the American Bar Association began in 1962 was continued jointly by the American Bar Foundation and Southern Methodist University. This joint pilot study demonstrated that legal analysis could be combined with economic analysis, aided by computer technology, to develop a variety of econometric models to test various assumptions relating to a broad-based, low rate tax system. This pilot study was published in 1969,27 and led to a more comprehensive project published by the Fund for Public Policy Research of Washington in 1973.28 Both the pilot study and the larger project demonstrated that corporate income taxes could be eliminated from the system and that a single comprehensive individual income tax with a flat rate of 11 percent to 13 percent or a graduated rate of 4 percent to 54 percent could yield the same revenues as the existing law.
29 Some staff members of this project were then employed to develop an important Treasury document entitled Blueprz'ntsfor Basic Tax Reform, released in January 1977.30
Blueprints deserves extended comment because it resembles in a primitive way the larger tax reform effort which Canada had undertaken fifteen years earlier: was the first time that the highest executive level focused on overall tax reform. The Blueprints document posed two plans for revision. First, it proposed a comprehensive income tax base which would treat all realized accretions to net worth as income. 32 All realized income, less expenses incurred to produce it, would constitute the taxable base, and all income would be taxed in accordance with the same rate schedule. The corporate income tax would be wholly integrated with the individual income tax so that corporate income passing through the corporate entity and into the hands of shareholders as dividends would be taxed only once. 33 The tax rates under this comprehensive system would range from 8 percent to 38 percent and would be expected to produce the same revenue as under existing law. 34 The second plan proposed a consumption, 35 or cash flow, tax which would use the same comprehensive base as the first plan, but would allow a deduction for all investments or savings. 36 Under this proposal only the income which taxpayers actually consumed in goods and services would become part of the tax base. 37 The tax rates under this plan would range from 10 percent to 40 percent. 38 The Blueprints proposal was a constructive beginning for tax reform, but, unfortunately, the incoming Carter Administration did not pursue the proposals. Although President Carter in the 1976 presidential campaign described the federal tax system as a national disgrace, 39 44 a new accelerated cost recovery system which will permit new investments in tangible real and personal property to be recovered over shorter life periods. 45 Other provisions include more generous deductions for charitable contributions for individuals and corporations, 46 and liberalized exemptions and credits which will be phased in for the estate and gift tax system to reduce its impact to less than 1 percent of the estates of decedents. 47 Especially important was a new provision for indexing income tax rates and exemptions beginning in 1985; the adjustment will be governed by the Consumer Price Index.
The administration has discarded the Keynesian principle of demand side economics and has opted for a new direction based on supply side economics. 48 This new policy is expected to reduce the role of government in investment and entrepreneurial decision-making and also to reduce the role of government in competing for capital in the money market. By encouraging capital formation through investment incentives, reduced taxes, and liberalized capital cost recoveries the ultimate result is projected to be a healthy, growing economy with emphasis on the function of the free market system. Although the new legislation neither proposes the elimination of the tax on corporate income nor provides an integration of corporate and personal income taxes, the expected effect of the new rules, and, in particular, the new accelerated cost recovery system, would be to reduce the tax on capital intensive industries to a minimum.
It is regrettable that in all the intensive activity leading up to this legislation, neither party's leadership proposed any major reassessment of the general concepts of an income tax system.
E. Summary
A review of the principles enunciated in the past reveals a common theme: the nation's economic well-being will be best served by a broad-based, low rate income tax system that is fair and equitable, understandable by the general taxpaying public, easily administered, and conducive to growth and stability. Of course, different advocates have varied emphases and definitions of these basic desiderata, but the consensus is that the nation's professional, business, and investment skills should be employed to make choices that increase productivity and satisfy human desires rather than those that serve only tax gimmickry, emphasize the tax "angle," or seek the tax shelter. Yet this broad consensus has never reached fruition in legislative enactment. individual at birth has no vested property rights or interests, so that his initial power of consumption is zero. Throughout his lifetime he receives net accretions to wealth, or power of consumption, such as wages, rents, interest, royalties, dividends, gifts, bequests, transfer payments from government, and appreciation in the value of property rights. At death he has accumulated a certain amount of wealth. If the individual's transfers of wealth and his consumption of wealth between birth and death are added to this amount the result is his lifetime income. The government cannot, of course, wait until the taxpayer's death for a final determination of tax liability, so an annual accounting and tax return filing is required. The Haig-Simons definition also requires an annual inventory of the market value of capital investments. The Carter Commission stopped short of adopting this principle, however, and suggested instead an accounting for capital gains at death or on leaving Canada.
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The Carter Commission recommended a series of fundamental revisions which were consonant and harmonious with much of the developing tax reform literature in the United States. The recommendations of the Commission released in 1967 and the proposals contained in Blueprints released in 1977 are strikingly similar. This is not to suggest that Blueprints was cribbed from the Carter Commission Report. Rather, separate and independent critical studies proceeding on similar paths in both countries led to the same general conclusions about tax reform.
The Carter Commission's principal recommendations were as follows: Estate and gift taxes would be eliminated; 6 6 2. The maximum marginal rate would be 50 percent. 6 7 There would be a zero rate bracket, 68 and deductions for dependents would become credits; 6 9
3. Three percent of employment income up to $500 would be allowed for employment expenses; 5. Taxation would be applied to the family as a unit. 72 Transfers of wealth within the family unit would not be taxable, but all transfers to other family units would be included LegalAspects, in THE FEDERAL INCOME TAX 7 (R. Haig ed. 1921); 3 ROYAL COMM'N REPORT supra note 2, at 39: "The comprehensive tax base has been defined as the sum of the market value of goods and services consumed or given away in the taxation year by the tax unit, plus the annual change in the market value of the assets held by the unit..." Thus, assume that an individual's net worth at the beginning of the year is $100, at the end of the year is $125, and that he consumed or gave away $50. The increase in market value of assets ($25) plus that which was consumed or given away ($50) results in a total income of $75. 12. Tax administration would be simplified by various changes, with a proposal for a mandatory system of advance rulings on the tax consequences of intended transactions.
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In general the Carter Commission Report adhered faithfully to the principle of a comprehensive tax base. It defended the elimination of various tax preferences and special treatment of different taxpayer groups in favor of a broad base subject to substantially lower progressive rates. The free market system would control investment and business decisions instead of tax gimmickry or the tax angle. Its detailed analysis and voluminous supporting charts and tables provide a model for reformers who seek the same path to tax reform. It was obviously a resource for the U.S. Treasury in the publication of Blueprnts.
B. 1967 to the Present
The Carter Commission Report was widely distributed, intentionally so in order to elicit response from a broad sector of the Canadian population. In November 1969 the government issued a White Paper on Tax Reform in response to the Commission Report. 8 1 The "white paper" approach is used by the Canadian government to test the response to executive proposals without risking parliamentary rejection. Thus, if the government were to sponsor measures not commanding a majority vote, this might indicate a want of confidence which would require the government's resignation. The White Paper retreated somewhat from the Carter Report in an effort to find a ground upon which satisfactory compromise legislation could be adopted. The Carter Report and the White Paper thus provided positions on which a vigorous national debate was focused. The parliamentary response was the Income Tax Act of 1971.112 This legislation did not go so far as the Carter Report, but it did begin to implement the principles of the Report through base broadening, lower rates, and the partial integration of the individual and corporate income tax. The new Accelerated Cost Recovery System in the United States under which the cost of tangible property may be recovered over three, five, ten, or fifteen year periods has only recently gone into effect for all post-1980 investments. 91 
Estate andgij? tax provisons.
Canada has no estate and gift tax but requires all accounting for appreciation in asset values at death, in certain cases at the time of gift, or on leaving Canada. 92 New estate and gift tax rules in this country which phase-in fully by 1987 will eliminate estate and gift taxes on all but a few estates. 93 Assets passing to estate beneficiaries are entitled to a step up in basis to death time value, irrespective of any estate tax liability. 94 6. Integration of corporate and personal income taxes. Canada recognizes the element of a double tax on corporate dividends at both the corporate and shareholder level. Generally, individual recipients of dividends include 150 percent of the dividend in income and claim a credit against their tax of 75 percent of the "grossed up" amount.
9 5 Although there has been suggestion in the United States of such a system, no such measure has been adopted. 96 Only an exclusion of a minimum amount of dividend income is permitted.
9 7 III OVERVIEW What may be concluded from the history of tax reform in the two countries? The literature in the United States assumes as a starting point some kind of comprehensive tax base, although to be sure, the writers are not in agreement as to the precise formulation of the definition of such a base. 98 Any effort to move in the direction of a comprehensive base must, however, deal with practical realities. In a complex economic order ingenious advisers will continue to devise ways to avoid the full impact of the tax bite, to which there is a legislative response. New laws, new regulations and rulings, and court decisions further complicate the process. 99 The lofty ideals in the charge to the Carter Commission or in the introduction to Blueprints speak to equity, fairness, simplicity, ease of compliance and administration, and promotion of economic growth and stability. Yet these ideals, so efficacious and worthy, inevitably come into collision with the politics of a representative democracy. It has been said that for special interest groups the plea is always "don't tax him and don't tax me, but tax that man behind that tree."
Surely, special interest groups work as hard for their causes in Canada as they do here; yet the Canadians did organize a Carter Commission, publish a White Paper, and conduct a thorough national debate on tax reform, out of which legislative progress was accomplished. 1 
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Could not the same be done here? And, as part of the same endeavor, could not other forms of taxation be considered, either as supplements to or as substitutes for the income tax? 1 0 The value-added tax has been used with some success in 95. 1971 
